This study addresses the pre-acquisition financial characteristics of privately held acquiring and acquired companies involved in 143 Belgian takeovers between 1992 and 1994. Specifically, the research examines the profitability, liquidity, financial structure, added value and failure risk using statistical analysis of industryadjusted variables. Our findings show that acquisition is not an alternative to bankruptcy since acquired companies do not report high failure risk, but exhibit higher than industry liquidity and solvency. The acquirers achieve a higher growth rate in total assets and sales than the acquired firms but experience a negative industryadjusted liquidity and are highly levered, suggesting evidence for a growth-resource mismatch or a financial fit between acquirers and their targets.
Introduction
The economic consequences of mergers and acquisitions have been studied in a large number of studies. The empirical literature on the financial effects of takeover has drawn on two principal sources of statistical evidence: stock market data and accounting-based data. However, the vast majority of the takeover literature deals with the impact of merger and acquisition announcements on the share price of the bidding and the target company. Even in Belgium, where the number of quoted companies, and hence the number of takeovers between public companies is limited, most acquisition studies have used the event-study methodology to assess economic gains from takeover (Van Hulle, 1990 and Van Hulle et al., 1991) . Lack of Belgian accounting data, however, is not an issue, since all Belgian companies, bigger and smaller, are bound to deposit their annual accounts with the 'Balanscentrale' of the Belgian Central Bank.
Relatively few studies have addressed the operating performance of companies involved in takeover, due in part to both lack of data availability and methodological problems. Those studies that do investigate the operating performance generally focus on the post-acquisition performance and only study the pre-acquisition performance of acquirers and their targets to compare it with the acquirer's post-acquisition performance. A further drawback of almost all studies of operating performance in mergers and acquisitions (both pre -and post acquisition), is that those studies are usually restricted to samples of very big companies with publicly traded securities (e.g. Healy et al., 1992 , Higson and Elliott, 1994 , Parrino and Harris, 1999 . Exception to this rule is the research by Ravenscraft and Scherer for the USA (1987 and 1989) and Cosh et al. (1993) and Cosh and Hughes (1994) for the UK.
Our paper attempts to fill some of the gaps described above. First of all, we focus on the pre-acquisition financial profile of acquiring and acquired companies, using accounting-based data. The principal aim of this paper is to investigate if acquiring and acquired firms do have a specific pre-acquisition financial profile. We do not only study pre-acquisition profitability (like most studies), but our analysis also includes measures of liquidity, leverage, added value and failure risk. Secondly, our sample only contains privately held companies, that were involved in a takeover. The nature of the acquisition process is substantially different between large companies with quotations on stock exchanges and small privately held companies.
We can link this issue with literature on Corporate Governance. In the 'Corporate Governance' literature there are three basic ownership models, (1) the open corporate model or the capital-market-based system of corporate finance, (2) the closed corporate model or the financial-intermediary-based system of corporate finance and (3) the industrial-group-based system of corporate finance. With regard to our research we are particularly interested in the first two systems. The open corporate model is typical for the US, the UK and Canada. This model is characterised by a large number of independent, publicly traded corporations, a great reliance on public capital markets and a very active market for corporate control. Countries fitting this model have very large, liquid stock and bond markets and the companies in these countries are able to raise enormous funds to finance corporate investments. The closed corporate model is common in most European countries, such as Germany, France, Holland and Belgium and consists of a large number of mid-sized, closely held companies. In this model capital markets play small, but growing, roles in corporate finance and the stock market is rather illiquid (Megginson, 1997; Moerland, 1995; Daems, 1995) .
Large differences are possible in the way control is acquired between the market of corporate control and the private company for sale market. Firstly, in the case of privately held companies, it is not possible to offer a public bid because these companies have very tight ownership structures. There is no separation of ownership and control. In this case, control can not be acquired against their will and as a result hostile takeovers don't occur. A hostile takeover bid is only possible for companies with separation of ownership and control, where the bid appeals directly to the shareholders of the other company. Secondly, for privately held companies acquisitions are more difficult because they are financially constrained compared to publicly traded companies. It is very difficult and expensive for them to raise new equity capital to pay the acquisition (Daems, 1998) . Therefore, one might expect that the lack of stock market quotations, the tightness of shareholdings, the involvement of ownermanagers and differences in the way in which seller and buyer are brought together, will result in significant differences in the relative characteristics of acquired and acquiring companies.
In Belgium, families, groups and holdings account for the main parts of the ownership structure. The reference shareholders don't want to lose control over their company and they are not supportive to the interference of external persons (Daems, 1998) . That may be one of the reasons why there are few takeovers in Belgium compared to other countries and why it is interesting to study the takeover market for privately held companies.
Furthermore, it is known that most small businesses are closely held, but not all closely-held firms are small.
Since our sample contains both larger and smaller privately held companies, this allows us to compare the preacquisition characteristics of both larger and smaller targets and acquirers. Our research is thus motivated by the lack of empirical research on the operating performance of unquoted companies, larger and smaller ones, involved in takeovers.
In this study of 143 takeovers, we attempt to answer two fundamental questions. First, are acquired firms underperformers or are they financially stronger than their industry counterparts. Second, are acquiring firms superior in terms of profitability, liquidity, leverage,…, relative to their industries, and their targets? We also attempt to determine whether significant differences exist between small and large acquired and acquiring firms.
We do not know the exact motives of the acquisitions in our sample, but there are some possibilities frequently stated in other studies, that may be applicable. Both the acquirers and the acquired companies can gain from benefits in market share and economies of scale, from diversification into new products or markets and from vertical integration. Besides this, the acquired companies can gain access to better financial resources, their shareholders are able to diversify their personal wealth and finally an acquisition may solve problems of management succession (Daems, 1998; Cosh and Hughes, 1994; Moerland, 1995) Furthermore it could be interesting to analyse the method of payment in our sample. However there was no information available about this topic.
The paper is organised as follows. Section 2 gives a brief review of previous pre-acquisition performance research. In section 3 we describe the methodology used in this paper. This includes data collection, accounting-based performance measures and methodology. The empirical results from the pre-takeover research are presented in section 4. Section 5 contains the discussion of our empirical results and the paper ends with our conclusions in section 6.
Evidence from previous research
Before analyzing the pre-acquisition profile of acquiring and acquired companies, let's briefly review what we know from prior studies. In the past, pre-takeover operating performance has been studied in three different types of research.
1. First, a number of empirical studies have attempted to construct statistical models using publicly available financial information to predict acquisition targets. These acquisition likelihood models compare financial features of companies that were acquired with those of non-target companies. In this way they try to find discriminating characteristics of potential targets to predict what companies are probable takeover targets. (Stevens, 1973; Dietrich and Sorensen, 1984; Palepu, 1986; Barnes, 1990 and Higson and Elliot, 1993) . Generally these studies do not address the pre-takeover performance of the acquirers.
2. A second type of studies that address pre-takeover performance issues, are the post-takeover performance studies. Most accounting studies address both the pre-takeover performance of the target and the acquiring companies and the post-takeover performance of the acquiring company. This kind of research using financial accounting data, seeks to determine whether on average takeovers are followed by changes in profitability. To begin, these studies investigate the profit potential of the acquired companies, as manifested in their pretakeover earnings. Since the targets' annual accounts information is absorbed into the acquirers' accounts, it can be expected that the pre-takeover performance of target companies will influence the post-takeover performance of the acquirer. These so-called before-after-comparisons assess the impact of acquisition by comparing the acquirer's post-acquisition performance with an asset-weighted average of the performance of the acquirer and its target in the pre-acquisition period (e.g. Ravenscraft and Scherer, 1987a, b and 1989; Higson and Elliot, 1994, Cosh and Hughes, 1994) 1 .
3. Third, a number of studies have tried to link the post-takeover performance of the acquirers to the pretakeover characteristics of the acquirer and their targets. In this way they try to identify the factors that drive post-acquisition success or failure (Cosh et al., 1990; Parrino and Harris, 1999) . Other studies explore the hypothesis that mergers can create value through purely financial means such as the use of excess cash and unused debt capacity. They suggest a specific financial motive for merger based on a complementary fit between targets and acquirers (Myers and Majluf, 1984; Bruner, 1988; Smith and Kim, 1994) .
There are three possible hypotheses with regard to the pre-takeover performance of acquired companies. Or acquired firms show poor performance in the pre-acquisition period, or they may perform equally to their industries, or they may be better performing than their industry counterparts. The results of previous research are rather mixed and probably so is reality.
1 For an excellent summary of post-acquisition studies using accounting data, see Chatterjee and Meeks (1996) With regard to the pre-takeover performance of acquired companies, Pastena and Ruland (1986) point to the fact that a lot of acquired firms are financially distressed and that for these firms a merger or acquisition is often the only alternative to bankruptcy. Therefore one could expect that takeover targets are mainly companies that have performed badly or had a weak financial position in the years prior to takeover. This hypothesis constitutes one of the main reasons why takeover target prediction models give great importance to measures of profitability and leverage. However, contrary to what is suggested, few evidence is found on the claim that takeover targets are mainly poor performing companies. For instance Higson and Elliott (1993) don't find a significant link between poor operating performance in terms of profitability and the likelihood of being a takeover target. Features that do matter are size and a mismatch between growth and resources.
According to Higson and Elliott (1993) firm size is an important discriminator between acquired and non-acquired companies. However, the importance of size in determining acquisition likelihood can be attributed to the fact that it is mainly proxying the much lower propensity to be acquired of the very largest firms. In this respect it is important to note that the majority of the studies mentioned only deals with takeovers of big, listed companies.
Another feature of takeover targets is presented by Palepu (1986) . The latter finds that takeover targets are often characterised by a mismatch between growth and resources. Companies that experience an important growth (as measured by sales growth), but don't have enough resources to support this growth are often takeover targets.
Alternatively, companies with a great availability of financial and other resources but with a lack of profitable investment opportunities to allocate these resources, are also attractive takeover targets.
Palepu (1986) measures the availability of financial resources with liquidity and solvency ratio's (net liquid assets to total assets and debt to equity). Liquidity however doesn't seem to have a strong explaining power and doesn't differ significantly between acquired and non-acquired companies. Solvency on the contrary seems to be an important feature to predict takeover targets. These findings are confirmed by empirical research by Clark and Ofek (1994) . They find a debt to assets ratio of 28,8% for the acquirers in their sample versus 39,2% for the takeover targets. Hence leverage or solvency in general seems to be a strong discriminator between acquired and non-acquired companies. However, it is important to state that the leverage of the target company should not be too high, for this has a significant negative impact on the acquirer's financial structure after the acquisition (Theodossiou et al.,1996) . Finally, Pastena and Ruland (1986) insist that, as the financial distress of a takeover candidate worsens, its need for an acquirer increases but its attractiveness as a takeover candidate decreases.
As we stated before, pre-takeover performance is also studied in post-takeover studies. However the findings of this research are inconclusive. On the one hand, some studies have shown acquired companies to be appreciably less profitable on average than their acquirers or control groups, whereas other studies report acquisition targets to be extraordinarily profitable pre-takeover. These differences in performance levels, however, seem to be correlated with the size of the companies under investigation. Ravenscraft and Scherer (1987a) were the first to confine their merger and acquisition analysis to small, unquoted companies and they ask themselves how it is possible that their pre-acquisition results 'differ so strikingly from those of other studies'. They conclude by stating that ' our sample, unlike others, includes smaller and (often related to smallness) privately held companies'. The smaller the size of the acquired companies, the greater their pre-takeover profitability seems to be. Stated differently, the smaller the acquisition, the more acquirers favored (within the large population of candidates) firms of superior profitability (Ravenscraft and Scherer, 1989) .
It is obvious that size is an important variable in takeover research. An important feature of this research however is that it mainly focuses on takeovers of large, billion dollar asset companies. Few studies have addressed the performance of smaller, unquoted companies involved in takeover. Furthermore most accounting studies were carried out by Anglo-Saxon economists. Little is known about the performance of target and acquiring companies in the takeover market in Western European countries such as Belgium -a market that is dominated by takeovers of smaller, privately held companies.
Data and methodology

Data
Our main performance data come from the CD-ROM's of the National Bank of Belgium (Belgium's central bank)
for the years 1989-1993. It concerns published annual accounts of non-financial Belgian companies subject to the Companies that don't meet these criteria, are allowed to prepare their annual accounts in an abbreviated form. The CD-ROM's of the National Bank of Belgium contain the numerical data of all annual accounts of non-financial Belgian companies that are bound to apply disclosure requirements.
Our sample of takeovers was originiated from the same CD-ROM's. In Belgium, a company that is taken over ceases to exist and therefore no longer has to publish and deposit annual accounts with the Balanscentrale of the National Bank of Belgium. Companies that are taken over adopt the legal status of 'Absorption by another company'. Via the CD-ROM of the National Bank of Belgium it was possible to select a list of companies having this legal status. In 1992 463 companies were acquired according to this criterium, in 1993 338 acquisitions were listed and in 1994 the number of Belgian companies that were acquired amounted to 567. In addition, the list of acquired companies was restricted to companies with complete form annual accounts. In this way, we excluded very small or 'micro' companies from our analysis. As it was our intention to analyse the financial ratios of these companies, this restriction was necessary because companies with abbreviated form annual accounts do not have to apply full disclosure requirements (e.g. there is no obligation to report the level of sales).
Excluding the takeovers of companies with abbreviated form annual accounts, the population of takeovers was reduced to 59 targets with complete form annual accounts in 1992, 47 in 1993 and 85 in 1994. Thus the total population was reduced from 1.368 companies that were acquired to 191 acquired firms. To this point we only knew what companies were taken over. Their acquirers were not mentioned on the CD-ROM's nor was it possible to trace all the acquirers in Belgian financial newspapers (as most of these companies were often too small).
Finally, the acquiring companies were traced with the help of the National Bank of Belgium.
Of course, the approach described above only includes takeover attempts that succeeded and it does not take into account unsuccessful takeover attempts. Undoubtedly, it would be useful to study those companies that were a takeover target but were never taken over. The results of a comparison of pre-acquisition characteristics between successful and unsuccessful acquisition targets would definitely provide meaningful insights into the takeover process. Unfortunately, it is very difficult to identifiy targets of unsuccessful takeover attempts, since we study unquoted companies and therefore, we cannot rely on financial press coverage about these takeover attempts. property companies (NACE code 850) and companies in the 'other services' industry (NACE code 8361) were excluded from our population as it was not our aim to study these 'special' companies. The total number of excluded companies amounted to 48. Finally the sample consists of 143 acquisitions. As we include multiple takeovers in our sample, i.e. takeovers in which acquirers acquired more than one company, the number of acquired companies in our sample is bigger than the number of acquirers. 143 companies were acquired by 123 different acquirers. The sample contains 109 'single' acquirers and 14 'multiple' acquirers that acquired 34 target companies. Table 2 shows the number of multiple and single acquirers and their targets. The net return on sales before taxes indicates the relative size of operating income in relation to sales. In this way it is an indicator for the operational performance of a company. A second, and one of the most common tests involves the rate of return on assets. The third profitability measure focuses on the ratio of shareholder income to shareholders' equity, the rate of return on equity. We also study the gross or cashflow return on shareholders' equity. The difference between gross and net return on equity lays in the non-cash expenses, which are either excluded (gross) or included (net) as expenses.
The two measures of liquidity are the current ratio and the net cash ratio. The latter relates cash and cash equivalents minus short term financial debt to current liabilities. We also use two measures of leverage or solvency. The financial independence ratio is the complement of the debt to total assets ratio. The second ratio that was used to evaluate the solvency of the acquirers and acquired companies, is the coverage of debt by the cash flow. This ratio is an indicator for the debt repayment potential of the company for it relates the liabilities of debt to the cash flow that can be used to redeem these liabilities.
In the past, the use of accounting data in empirical research has raised some reliability concerns. "Tax avoidance"
and "earnings management" are important sources of distortions in the annual accounts of Belgian and other companies. In order to address these reliability issues, some recent studies display a preference for cash flow measures and for 'fundamental' measures (Higson and Elliott, 1993) . We have added the cash flow return of shareholders' equity as our fourth profitability measure and we include two more 'fundamental' measures to our post-acquisition analysis: gross added value per employee and personnel expenses per employee (both in thousands of Belgian francs).
Finally, takeovers are often seen as a means of restructuring distressed firms. Therefore we include two variables that have proven to be reliable predictors of company failure: a short term and a long term logit score. These two indicators of failure risk integrate different, sometimes contrasting aspects of a company's financial situation and they are the result of two failure prediction models (one short term model, 1 year prior to failure and one medium term model, 3 years prior to failure) that were estimated on a sample of Belgian annual accounts by Ooghe, Joos and De Vos (1991) (Ooghe et al., 1995) . The logit scores vary between 0 and 1 and reflect the risk of the company. The higher the score, the bigger the risk of the company or the weaker its financial health. The variables of the two logit scores are presented in appendix 1.
Despite the fact that we have included failure prediction scores and some more 'fundamental' measures to our analysis, this cannot resolve the concern that the legal entities of which the annual accounts are studied in this paper, do not entirely reflect the economic reality. It would definitely be useful not only to study the annual accounts of the legal entities that acquire or that are being acquired, but rather the economic entities, comprising of several related legal entities.
Methodology
We use industry data to calculate industry-adjusted performance of the acquirers and the acquired companies. For the ten financial ratios and two logit scores described above, industry values were available through a study performed by the Department of Corporate Finance of the Ghent University 4 . This study, which is called 'The financial situation of the Belgian companies', gives an objective overview of the financial situation and performance of the Belgian companies over a time frame from 1989 until 1998. The study provides the three quartiles for the entire population of Belgian annual accounts and for several subgroups divided by region (Flanders, Wallonia and Brussels), size class (bigger companies with complete form annual accounts, smaller and medium-sized companies with abbreviated form annual accounts and companies without employees) and industry class (17 industry classes 5 ). Especially the latter division was useful for the analysis presented here.
In this paper we investigate the pre-acquisition characteristics of the acquired and the acquiring companies. All values presented in our study are calculated relative to their industry medians (unless mentioned differently). This is achieved by first calculating the values of each variable for a sample company and then subtracting from each the median value of the same variable for the industry in which the sample company falls (both measured over the same years). It are these adjusted variables that are used in the analysis so that it are their differences from their industry medians, which are being examined. The formula used to calculate industry-adjusted values is: By comparing a firms' value with its industry median we exclude industry effects, that might have nothing to do with the event which is being studied here, i.e. the acquisition. Our pre-acquisition analysis compares the acquired firms' and the acquiring firms' pre-acquisition characteristics both with their industries' and with each others'
performance.
Since the companies in our sample were acquired in different years, our research population could be divided into three parts according to the year in which the acquisition took place (1992, 1993 or 1994) . Annual accounts information was collected for each of the three populations for the three-year period prior to acquisition. This implies that industry information had to be collected from 1989 until 1993. The procedure is explained in table 4. The next two sections of the paper address the main questions of our research. First, are acquired firms underperformers or are they financially stronger than their industry counterparts. Second, are acquiring firms superior in terms of profitability, liquidity, leverage, added value and failure risk relative to their industries and their targets?
5 For an overview of the 17 industry classes and the number of acquired and acquiring companies per industry, see appendix.
Pre-acquisition characteristics
The results of the empirical research are reported as follows. First, we examine the size and growth characteristics of the acquired firms and their acquirers. Second, we compare both the acquired firms and their acquirers with their industry performance as to determine whether acquired firms are underperformers and acquirers have superior pre-acquisition performance. Third, we compare the industry-adjusted values of the acquired firms and their acquirers. Since we examine the corporate performance for a period of three years prior to takeover, it is possible to investigate whether these differences in performance change in time. This might be relevant because it could reveal reasons for the takeover. Finally, we study the industry-adjusted pre-acquisition performance of the multiple acquirers and their targets and compare it with the pre-acquisition performance of the single acquirers and their targets.
Size and growth characteristics of the acquiring and acquired companies
We remind that all companies in our sample have complete form annual accounts. In Belgian terms, companies having complete form annual accounts are 'big companies' and companies having abbreviated form annual accounts are called 'small and medium sized enterprises' or SME's. However, it should be clear that definitions of 'big' and 'small' are very relative. In their study of acquisition activity in the small business sector in the UK, Cosh and Hughes (1994) make use of a British survey of over 2000 SME 's (SRBC 1992) . In that survey small and medium sized companies are businesses employing less than 500 workers. To see this in perspective, in Belgium the number of companies employing more than 500 workers is only about 300 in the 1990s, relative to a total number of more than 200.000 companies that deposit their annual accounts with the 'Balanscentrale' of the Belgian central bank. This means that in terms of the survey mentioned above, there would only be about 300 big companies in Belgium. In Belgian terms however, there are between 13.000 and 14.000 companies with complete form annual accounts or 'big' companies in the 1990s 6 .
The point we're trying to make is that our sample, despite our restriction to companies with complete form annual accounts (i.e. big companies in Belgian terms), includes both 'large' and 'small' companies. In our pre-acquisition analysis we divide our sample of 143 acquired firms in large and small companies. We define small companies as companies having total assets of less than 100 million BEF in the year prior to acquisition and large companies having total assets of more than 100 million BEF. Based on this division point of 100 million BEF in year(-1), 57
of the 143 acquired companies in our sample are small and 86 are large. The number of small companies among the acquirers is, as expected, much lower : 22 acquirers have total assets of less than 100 million BEF in year (-1) and 121 acquirers are large. Table 5 shows the size and growth characteristics of the acquired firms and the acquiring firms for the three years prior to acquisition. Total assets, sales and number of employees are reported, both in absolute levels (medians and means), for the thee years separately and in growth (medians and means), over the three-year period. We also report the percentage of firms having positive, and having negative growth. This is done for the whole sample and for the two halves: large firms and small firms.
The big differences between the mean levels and the median levels suggest outlying observations. We therefore prefer to discuss the median levels and growth percentages. It is clear that the acquiring firms are much bigger than the companies acquired, as well in terms of total assets, sales and number of employees. The median number of employees of the acquirers in our sample is only 44 in year(-1) versus 17 for the acquired firms. The median growth values reveal interesting differences between acquiring and acquired firms. The median growth in total assets and in sales is significantly greater for the acquiring companies than for their targets, with a median growth in total assets of 8,39% for the acquired versus 13,47% for their acquirers and a median growth in sales of 4,90% versus 9,16%. Also the percentage of companies having positive growth is bigger for the acquirers and significantly with respect to the median growth in sales (54% positive growth versus 62%). These results seem to confirm the results of previous studies that acquired firms are less dynamic than their acquirers.
The distribution of these growth values between large and small firms provides some interesting results. We find the larger firms, both the large acquired firms and the large acquirers, to have higher growth percentages prior to acquisition than the smaller companies. This result is in contrast with earlier studies that have found small acquired firms to be faster growing (and more profitable) than the larger ones (e.g. Ravenscraft and Scherer, 1987a, Cosh et al., 1993) . This might be due to the definitions of large and small companies. Even the group of bigger firms contains a lot of relatively small ones.
Tests of acquired firms versus industry
The pre-takeover characteristics of the acquired sample of 143 companies are shown in annual accounts) that fall within the same industry and the same for SME's with abbreviated form annual accounts. In the left part of table 6 we use the general industry medians to adjust for industry effects. These medians were calculated for all companies within an industry, both the bigger companies with complete form annual accounts and the smaller, 'micro' companies with abbreviated form annual accounts. In the righter part of table 6, we use the industry medians of the companies with complete form annual accounts. In this way, we do not only adjust for industry but also for the form of the annual accounts (which is correlated with size).
As Kolmogorov-Smirnoff tests show that the variables are not normally distributed, non-parametric statistical tests have to be used to compare the variables (Siegel and Castellan, 1988) . Our choice of statistical test should take the relatedness of our samples into account. Since we compare financial ratios of acquired companies with their industries (table 6) and of acquiring companies with their industries (table 7) , tests for two-related samples are recommended (Wilcoxon signed rank test).
We find the acquired companies in our sample to be somewhat more profitable than their industry medians. The differences are highly significant with respect to the net return on total assets and the net return on equity, using both medians of industry-adjusted values (left part) and medians of industry & size -adjusted values (right part).
The acquired companies' cashflow return on equity is only significantly different from its industry when using industry & size -adjusted values. The net return on sales is the only variable that is systematically below its industry median, though not significantly.
These results confirm the results of other studies focusing on takeovers of smaller, privately held companies.
Ravenscraft and Scherer (1989) found that the acquired firms' pre-merger profitability exceeded their home industry and the more so, the smaller their size. The division of our sample between large and small firms, however does not indicate that the pre-acquisition profitability increases with decreasing size of the target. The profitability picture of the small acquired firms is mixed. On the one hand, the smaller companies exhibit below industry median cashflow returns on equity (though not significant) and significant negative industry-adjusted net returns on sales in year(-2). On the other hand, their net return on assets and on equity is substantially above their home industry norms and improves as the acquisition date approaches. Ravenscraft and Scherer (1987a) report similar findings of rising profitability.
In terms of liquidity, we find significantly higher (than industry) current ratios in the three pre-acquisition years for the medians of industry & size adjusted values. The other measure of liquidity is the net cash ratio and for this measure we find lower than industry values, however only significant in comparison with the general industry medians in year(-3) and year(-2). Furthermore, the medians for the net cash ratio indicate an improvement of the cash balance as the acquisition date approaches. The difference between large and small acquired firms is quite obvious based on the medians for the liquidity ratios reported in table 6. The small targets exhibit in almost every year of the pre-acquisition period higher medians of industry-adjusted values than their larger counterparts. This is in contrast with findings by Cosh et al. (1993) who make a distinction between large and small acquired firms with a division point of £1m net assets. Using similar measures of liquidity, the small acquired firms in their 40
companies-sample on average have lower relative liquidity than the large acquired ones. Another illustration of the importance of size is the clear difference in leverage and cashflow coverage between large and small acquired firms. The small acquired firms show substantially higher financial independence rates than their larger counterparts. The other solvency measure, the cashflow coverage of debt, shows a positive trend in the pre-acquisition period. In year(-3) we find a slightly but significantly negative industry-adjusted median (-0,06%) and in year(-1) the median value for this variable has climbed to a significant positive difference of 5,52%.
A similar positive evolution is found for the industry & size-adjusted values. Again the small acquired firms display higher medians than the larger targets.
The fourth dimension of the financial situation we study is added value. On the one hand, we find a significantly positive median of industry-adjusted gross added value (GAVE) and personnel expenses per employee (PEE). On the other hand, the GAVE and PEE of the acquired companies are not significantly different from the median of the companies with complete form annual accounts within their industry (industry & size adjustment). This difference is quite logical since the results of our industry study (Ooghe and Camerlynck, 1999) have indicated that bigger companies, i.e. with complete form annual accounts, have higher gross added value per employee but also higher personnel expenses per employee than Belgian companies overall.
Finally, we also calculated industry-adjusted failure scores using the logistic regression failure prediction model by Ooghe, Joos and De Vos (1991) . For the long term logit scores, the sample company values are significantly (at the 1% level) lower than their industry. This means that the long term failure risk is smaller for the acquired companies in our sample than for the companies in their industry as a whole. Furthermore this failure risk decreases from -0,1116 (or -0,0608) in year(-3) to -0.1266 (or -0,0622) in year(-1). For the short term logit score we find less significant differences from zero. In year(-1) however, a significantly negative (at the 5% level)
industry-adjusted median (-0,0115) was found, whereas this variable was not significantly different from zero (0,0084) in year(-2) and significantly positive (at the 10% level) in year(-3). This suggests that the short term risk of failure decreases as the acquisition date approaches. Similar conclusions can be drawn from the medians for the industry & size-adjusted values. These results suggest that acquisition is not an alternative to bankruptcy for the acquired firm. With a cut-off score of 0,6883 for the short term logit score, 10 acquired firms out of 143 companies could be classified within the group of failing companies one year prior to acquisition. There is only one target company for which the long term logit score exceeds the cut-off score of 0,7863 in year(-1).
Tests of acquiring firms versus industry
The acquiring firms show a similar profitability profile relative to their industry medians as the companies acquired by them. The net return on sales is not significantly different from their industry contrary to the net return on total assets (NRTA) and the net return on shareholders' equity (NRSE). Acquiring firms have significantly positive industry-adjusted NRTA and NRSE. Especially the large firms have above average returns on assets and on equity. The smaller number of small acquirers (22) show below average NRTA and NRSE in year(-3) and year(-2). However their profit performance has improved substantially in year(-1) relative to the 2 previous years. The cashflow return on shareholders' equity (CFRSE) is only systematically different from zero when compared with the industry & size medians. We also notice a similar marked improvement of the small acquirers' CFRSE in year(-1) as with their NRTA and NRSE.
We find negative, though not significant industry-adjusted current ratios. The liquidity picture of the acquirers seems even more negative when looking at the net cash ratio. This variable gets increasingly and significantly more negative for the acquirers as the year of acquisition approaches, especially for the large acquirers. As with the acquired firms, the small acquirers display a better overall liquidity position. . We stress that 8 of the 22 small acquirers have acquired a large company. It is therefore not surprising that these smaller acquirers are somewhat less levered before acquisition in order to be able to lever up so they could finance the acquisition of a much larger entity using debt. Despite the 'high' industry-adjusted medians (positive for the small acquirers and negative for the large firms), they are not significantly different from zero. This is in contrast with the highly significant industry-differences of the cashflow coverage of debt. Relative to the companies with complete form annual accounts within their industry (industry & size adjustment), the acquirers have a significantly higher coverage of their debt by the cash flow.
Again the better position of the small acquirers is marked.
The results in table 7 reveal higher gross added value per employee (GAVE) for the acquiring companies than their industry medians of the companies with complete form annual accounts. As was expected, the personnel expenses per employee (PEE) are also higher than for their industry counterparts, but when compared with the PEE of their industry counterparts with complete form annual accounts (industry & size adjustment), their PEE are lower, though not significant. This means that acquirers add more value per employee than their counterparts, but have equal or even lower personnel expenses per employee.
The short term logit score is significantly different from zero, indicating that the short term failure risk of the acquiring companies is higher than for their industry counterparts. Especially the small acquirers report high industry-adjusted short term failure scores two and one year prior to takeover. The results for the long term logit score yield a somewhat different picture. Similar to the short term risk is that the small acquirers are riskier than the large acquirers, but relative to their industries the acquirers display below average long term failure risk 7 We recognize that the data of the acquirers contain both the data of the single (109) and multiple acquirers (14) and therefore include double figures. For a separate analysis of the multiple acquirers, cf. infra 4.5.
whereas the short term risk is above the level of their home industry. This conclusion holds, both when the acquiring firms' values are compared with the general industry median and with the industry median of the companies with complete form annual accounts (industry & size adjustment).
Tests of acquired firms versus acquiring firms
In We also report the p-value of the Wilcoxon signed rank tests that were used to test the statistical significance of the differences between the industry-adjusted values of acquired and acquiring firms.
What emerges most clearly from table 8 are the relatively few significant differences between the targets and their acquirers. We find more or less equal results based on our two different approaches for industry adjustment.
Significance however is more pronounced when using the first approach.
The profitability picture is rather mixed, with targets and acquirers showing similar profitability records, though with the acquired firms showing some improved profit performance. Targets have higher net returns on sales in year(-3) and year(-2) than their acquirers, though not significant. During the three years pre-acquisition, targets have higher net returns on total assets than their acquirers though only significant in year(-3). The net return on shareholders' equity (NRSE) is more or less equal for the acquirers and their targets. In year(-2) the number of targets with higher NRSE than their acquirers is equal to the number of acquirers having a higher NRSE than their targets. On average cashflow returns on shareholders' equity (CFRSE) are higher for the acquirers than for the acquired firms in the pre-acquisition period. However, in the year before the acquisition, the number of acquired firms having higher cashflow returns than their acquirers is higher and the situation is reversed. As with the net return on equity however, the differences are not significant. Nevertheless, the results for the CFRSE suggest that the target firms have increased their financial resources substantially. This is also confirmed by the results of the comparison of the liquidity and solvency measures between target companies and their acquirers.
Contrary to the quite similar profitability record, we find marked differences in liquidity between targets and their acquirers. The results from table 6 showed significant supranormal liquidity (current ratio significant at the 1% level in year(-2) and year(-1) and net cash ratio at the 5% in year(-3) and 10% level in year(-2)) for the acquired firms in the pre-acquisition period. On the contrary, the acquirers exhibit below industry liquidity, significant at the 1% level for the net cash ratio and unsignificant for the current ratio (table 7) . The different industry-relative liquidity levels are also reflected in table 8: the current ratio is significantly higher for the acquired firms (at the 1% level) in year(-2) and year(-1). Equally the acquired firms display systematically higher net cash ratios than their acquirers in the pre-acquisition period (though only significant at the 5% level in year(-1)).
Analysis of the results for the solvency ratios yields similar results. Earlier we found significant supranormal values for the FIR and the CFCD of the acquired companies. Especially the small acquired firms showed low leverage and high coverage of their debt by the cashflow compared to their industry median. The acquirers however exhibit negative industry-adjusted financial independence. This difference in solvency between targets and acquirers is also shown clearly in table 8. The number of acquired firms having higher solvency ratios than their acquirers is systematically greater than the number of acquirers with higher solvency ratios, though only significant in year(-3) for the current ratio.
In terms of added value, a higher number of acquiring companies have a bigger gross added value per employee but also greater personnel expenses per employee in the two years prior to the acquisition. This result could be expected since the acquiring companies are mainly large companies that, as we stated earlier, generally have bigger gross added value per employee, but also greater personnel expenses per employee.
However, the clearest and most significant difference between target companies and their acquirers in the preacquisition period involves the failure risk as measured by the short term and the long term logit scores. We find the acquiring firms to be riskier, both in the short and the long term than the acquired companies. This is quite remarkable since the study of Ooghe and Camerlynck (1999) about the financial situation of the Belgian companies has shown that smaller companies have significantly higher logit scores than the larger firms. Since the acquired firms in our sample contain a large number of smaller companies, one could expect those companies to exhibit a higher failure risk than their bigger acquirers. The results for the failure scores are also a manifestation of the fact that the target companies in our sample are not potentially failing companies. Their pre-acquisition profitability (with respect to the NRTA, NRSE and CFRSE) is significantly superior relative to their industries and so is their liquidity and solvency.
Tests of acquired and acquiring firms: multiple versus single takeovers
We have shown earlier that, even when the target company has complete form annual accounts, this does not mean that acquired firms are mainly big firms. Our sample of acquired firms contains some smaller companies and, as Higson and Elliott (1994) have argued, small targets are commonly part of a programme of acquisitions made in the same or adjacent periods. In analyzing the companies in our sample, we have come across the same acquirers more than once, causing the number of acquired companies to be bigger than the number of different acquirers in our sample. 143 companies were acquired by 123 different acquirers. The sample contains 109 'single' acquirers and 14 'multiple' acquirers that acquired 34 target companies.
Contrary to Meeks (1977) and in compliance with Higson and Elliott (1994), we do not exclude multiple acquisitions from our sample acquirers because by excluding them, the sample would be limited to unexperienced acquirers. Acquirers that acquire several companies in a short time frame, are an essential part of the private takeover market and should therefore not be excluded. In the following analysis, we shall investigate the characteristics of multiple acquirers and compare them with those of single acquirers. Furthermore we will study the target firms of the multiple acquirers separately and compare them with the single target companies. We can expect that companies having some experience in acquiring other companies, might acquire companies with different financial characteristics than companies that only acquire one company in the observation period. The results are presented in table 9 and 10. Table 9 contains the size and growth characteristics of the multiple and single acquirers and of the companies acquired by them. In table 10 the medians of the industry-adjusted values for the ten ratios and two logit scores are presented.
Some remarkable findings are shown in table 9. Panel a. of table 9 presents the results for the targets of the single and multiple acquirers; panel b. focuses on the single and multiple acquirers. We find that targets of multiple acquirers are about the same size as targets of single acquirers when using total assets as the size measure. Using sales as the relevant size measure, we find that 'multiple targets' have higher sales levels than the targets of single acquirers. The median growth of total assets and of sales show similar results. The median growth of total assets of the 'multiple targets' is negative (-10,70%) and substantially lower than the median assets growth of the 'single targets' (7,83%). The median growth of sales however is stronger for the 'multiple targets' (10,14%) than for the 'single targets' (8,88%). Another point to note is that the percentage of companies having positive sales growth is substantially higher for 'multiple targets' than for 'single targets' All these results seem to suggest that the sales generating ability of the companies acquired by multiple acquirers, is bigger than for firms acquired by single takeovers. We calculated the sales to total assets ratio for both groups and found significantly higher sales to total assets ratios for the 'multiple targets' than for the 'single targets'.
The same size descriptive variables were calculated for the multiple and single acquirers in panel b. of table 9. As expected, we find the multiple acquirers to be substantially bigger, in total assets, sales and number of employees, than the single acquirers. Remarkable however is our finding that multiple acquirers on the one hand display a higher asset growth than their single counterparts (median of 27,86% versus 10,39%) but on the other hand a lower sales growth (median of -3,66% versus 14,72%). This is exactly the opposite of the situation of the acquired firms, where the 'multiple targets' show lower asset growth but higher sales growth than the 'single targets'. It seems that multiple acquirers, who experience a negative (or a small positive) sales growth, specifically want to acquire companies with a high sales generating ability in order to improve their own sales generating ability.
The results for the sales to total assets ratio seem to confirm this hypothesis as both the median and the average of the 'multiple acquirers' decrease as the acquisition event approaches. Also, this ratio is smaller and quite stable over the three years pre-acquisition for the single acquirers.
The results of the comparison of multiple and single acquirers and their targets versus the industry median in terms of profitability, liquidity, solvency, added value and failure risk are shown in table 10. The multiple acquirers have about the same industry-adjusted profitability as their single counterparts. Only in year(-3) the multiple acquirers have a significantly higher industry-adjusted net return on total assets. Turning to the profitability of the targets of the multiple acquirers, we find them having higher medians of industry-adjusted profitability values than the targets of single acquirers. The differences however are only significant for the net return on total assets in year(-3) and year(-2). It seems that multiple acquirers acquire somewhat more profitable companies.
In terms of liquidity we find no substantial differences between multiple and single acquirers. We do find however that the targets of multiple acquirers have a somewhat better liquidity position, especially when using the net cash ratio as principal measure. Targets of both single and multiple acquirers report negative industry-adjusted values for the net cash ratio. The net cash ratio of the 'single targets' is more negative than the value for the 'multiple targets' and the difference between both is significant in year(-3) and year(-2).
We don't find significant differences in solvency between single and multiple acquirers and their targets. The measures of added value do not differ significantly between single and multiple acquirers and between their targets. We do find however increasing gross added value per employee for the targets of single acquirers versus decreasing gross added value amongst the targets of multiple acquirers. Also, the personnel expenses per employee appear to be systematically lower for the targets of multiple acquirers, though only significant at the 10% level in year(-1).
Finally, the findings for the two measures of failure risk show more clear patterns and significant differences. The logit scores for the short term and the medium term show the targets of the multiple acquirers to be less riskier than the targets of single acquirers. It appears that multiple acquirers favor companies with lower failure risk, as measured by the two logit scores. These differences are statistically significant for the short term logit score in year(-2) (at the 5%-level) and year(-1) (at the 1%-level) and for the long term logit score in year(-2) (at the 10%-level). The differences between single and multiple acquirers are less pronounced. We find lower long term logit scores for the multiple acquirers than for the single acquirers, though not significant. Interesting however is our finding that the short term risk is greater for the multiple acquirers in year(-2) and year(-1), whereas the short term logit score was even lower than the single acquirer's risk in year(-3). The short term risk indicator seems to predict the occurrence of some important events in the recent history of the multiple acquirers, namely that they are going to acquire multiple targets.
For the multiple targets as a group, we may summarize that the financial characteristics of these companies can be described as a high sales generating ability and an above average pre-acquisition profitability. Their liquidity is lower than for the single target companies and so is their solvency. This is in contrast with our earlier findings that the acquired firms in general exhibit high liquidity and solvency. Multiple targets also have lower personnel expenses per employee than the single targets and display less failure risk, based on the two logit scores.
The differences between multiple and single acquirers are less pronounced. In the three years prior to acquisition, the multiple targets have higher cashflow coverage of debt and lower long term failure risk.
Discussion of empirical results
We find the acquired companies in our sample to be somewhat more profitable than their industry medians, highly liquid and lowly levered (based on the above industry current ratio and financial independence ratio). The two other measures of liquidity (net cash ratio) and solvency (cash flow coverage of debt) show a positive trend in the pre-acquisition period. The long term logit scores are significantly lower than their industry, indicating that the long term failure risk is smaller for the acquired companies in our sample than for the companies in their industry as a whole. For the short term logit score the results are less pronounced. We do find however a decreasing short term risk of failure as the acquisition date approaches. In summary, these results suggest that acquisition is not an alternative to bankruptcy for the acquired firm. On the contrary, the acquired companies are financially healthy firms.
The acquiring firms show a similar profitability profile relative to their industry medians as the companies acquired by them. We find negative, though not significant industry-adjusted current ratios. The liquidity picture of the acquirers is more negative when looking at the net cash ratio. This variable gets increasingly and significantly more negative for the acquirers as the the year of acquisition approaches. Similar to the bad liquidity position, we find the acquirers to be highly levered, compared to their home industry. Remarkable is also that, relative to the companies with complete form annual accounts within their industry, the acquirers add more value per employee than their counterparts but have equal or even lower personnel expenses per employee. In this respect the acquiring companies are highly performant.
The short term logit score is significantly different from zero, indicating that the short term failure risk of the acquiring companies is higher than for their industry counterparts. The results for the long term logit score yield a somewhat different picture. Relative to their industries, the acquirers display below average long term failure risk, whereas the short term risk is above the level of their home industry. The high failure risk of the acquirers is undoubtedly a manifestation of the low liquidity and high leverage of these firms.
The results of the logit scores for the acquiring firms are in contrast with the results of the acquired firms' logit scores. Both in the long term and the short term, the acquirers display significantly more failure risk than their targets. Thus, the hypothesis that acquired firms are mainly financially distressed firms and are underperforming in their pre-acquisition years does not hold. Conversely, the acquiring firms show normal and slightly above industry profitability, but low liquidity and bad solvency reflected in a substantially higher failure risk.
Further research was done with regard to the multiple and single acquirers and their targets in our takeover sample. We hypothesized that multiple acquirers with some experience in acquiring companies might acquire firms with different financial characteristics than single acquirers. The results confirmed our hypothesis in multiple ways. We found that the targets acquired by multiple acquirers have a higher sales generating ability (sales/total assets) than the firms acquired by single acquirers. Furthermore, the multiple acquirers on the one hand display a higher asset growth, but on the other hand a lower sales growth than their single counterparts.
Conversely, the multiple targets show lower asset growth but higher sales growth than the 'single targets'. It seems that multiple acquirers, who experience a decreasing sales generating ability specifically want to acquire companies with a high sales to assets ratio. Further, we find that targets of multiple acquirers have somewhat higher industry-adjusted profitability, lower liquidity and higher leverage than their single counterparts. The targets of the multiple acquirers in our sample also exhibit less failure risk than the targets of the single acquirers.
Do these results provide a rationale for the takeovers in our sample? We believe they do. We have found multiple manifestations of the rule that high growth (as measured by growth in sales and total assets) and financial slack (as manifested in high liquidity and low leverage) do not go hand in hand with each other. Both the acquirers and the target firms seem to experience a growth-resource imbalance. On the one hand, the acquiring companies showed substantial growth over the pre-acquisition period, both in total assets and in sales. On the other hand, the acquiring firms had lower liquidity and higher leverage than their industry control. Within the group of acquiring firms differences were found between the subgroups of large and small acquirers. The large firm acquirers had higher growth than the smaller, but they also showed lower liquidity and higher leverage. The acquired firms showed reverse characteristics compared to their acquirers. The target companies displayed lower growth figures (in comparison with the acquirers), but were far more liquid and had lower leverage than their home industries. As with the acquirers however, we found that the large firms within the acquired firms had higher growth but lower liquidity and unused debt capacity than the small firm targets.
Thus, it seems that acquirers try to solve their own growth-resource imbalance by acquiring companies with complementary financial characteristics. Our separate analysis of single and multiple takeovers has shown this is even more so for multiple acquirers than for single acquirers. In previous research, authors have pointed towards a financial motive for merger. Bruner (1988) investigates whether mergers can create value for shareholders through purely financial means such as the use of excess cash and unused debt capacity. Kim and Smith (1994) hypothesize that acquisitions can solve resource allocation problems by combining slack-poor firms with firms having free cash flow.
Various theoretical foundations have been suggested for such a financial motive. Myers and Majluf (1984) demonstrate that undervalued firms, lacking financial slack, sometimes forgo investments to avoid transferring wealth to new investors. Conversely, Jensen (1986) argues that managers of firms with free cash flow sometimes invest unprofitably to avoid payouts to shareholders. In both cases there is a resource misallocation that can be solved by combining slack-poor firms and firms with free cash flow. Thus, acquisitions can avoid underinvestment with the slack-poor firm and unprofitable investment with the slack-rich firm.
Complementarity in financial slack between merging firms would mean: either slack-rich acquirers buy slack-poor targets, or vice versa. However, there is no consensus on whether the financial slack is in the acquiring firm or in the acquired firm. Bruner (1988) hypothesizes from the Myers-Majluf theory that value will be created in merger when firms rich in financial slack acquire slack-poor firms. According to Myers and Majluf (1984) , the value created through a merger of complements arises from the additional positive net present value (NPV) investment that can be taken by the merged firm, but that the slack-poor firm might pass up. The value created does not depend on who buys whom, but rather on the cost of alternative ways of financing the target's investment. Bruner (1988) argues that the external financing, necessary to finance the acquisition, would preclude a cash-poor firm from buying a cash-rich firm. A slack-rich firm on the contrary can supposedly finance the deal and the target's prospective investments, and therefore Bruner (1988) contends that only mergers in which slack-rich firms acquire slack-poor firms create value. Kim and Smith (1994) however argue that the Myers-Majluf model applies to slackpoor acquirers as well.
Remains the question how the slack-poor acquirer can finance the deal. Kim and Smith (1994) seem to have solved this puzzle: "a firm that is slack-poor in terms of its ability to finance certain real asset investments need not be slack-poor for acquisition of financial claims on existing assets with established market values". This conclusion seems to apply to our empirical findings. We find slack-poor, high growth firms with valuable investment opportunities acquiring slack-rich, low growth targets. But how do these low-liquidity and highly levered acquirers finance the acquisition? One can imagine that target assets are used to secure acquisition financing and that target cash flows are used to service acquisition debt. Clearly, if the entire free cash flow of the target is used to finance the acquisition of the target, there is little left to finance the acquirer's positive-NPV investments and there is no financing gain. However, the financing needs of the acquirer may extend over a longer period, and the long-run cash generating ability of the target may exceed the current debt service requirements of the acquisition.
Conclusion
In this paper, we analyze the pre-acquisition financial characteristics of privately held companies involved in takeovers. Previous research on pre-acquisition operating performance of acquired and acquiring companies is sparse, certainly of small, privately held companies and has produced rather conflicting results. Our pre-takeover research was aimed at testing the hypothesis that target companies are underperformers and acquiring companies superior in terms of profit performance, liquidity, solvency, added value and failure risk. Our approach in testing these hypotheses was twofold. We did not only compare the acquiring and acquired firms' performance with their industry performance but also with each other, thereby trying to detect possible matches in financial profiles.
We do not find that acquired firms are mainly financially distressed firms or that they are underperformers in the pre-acquisition period. On the contrary, we find the target companies in our sample to be somewhat more profitable than their industry medians. We also find substantially lower than industry long term logit scores, indicating that the long term failure risk is smaller for the acquired companies than for their industry as a whole.
Similar to the acquired firms, the acquirers showed above industry profitability and this is also the case for the long term failure risk, which is significantly below industry levels.
Contrary to the quite similar profitability record, we find significant differences between acquirers and their targets with respect to their liquidity and solvency. Relative to their home industries, target companies are highly liquid and lowly levered, whereas the acquirers show bad liquidity and solvency positions. The excellent liquidity and solvency of the target companies confirms our rejection of the hypothesis that acquisition is the only alternative to bankruptcy for these companies. This is also manifested in the highly significant difference in failure risk (as measured by the short term and the long term logit scores) between target and acquiring companies. We find the acquiring firms to be riskier, both in the short and the long term, than the acquired companies.
We have also looked at the importance of size for the pre-acquisition profile of the acquired and acquiring companies, since previous research had indicated that there might be some size effect accounting for the differences in research results between studies focusing on large, public companies involved in takeovers and those studying the private takeover market. The division of our sample between large and small firms, however
does not indicate that the target's pre-acquisition profitability increases with the decrease of it's size. The smaller targets in our sample do not exhibit higher profitability than the larger targets, on the contrary. This is quite remarkable since our industry study (Ooghe and Camerlynck, 1999) has shown that the smaller companies in Belgium generally have higher profitability than larger companies. Another remarkable finding is that the smaller targets have both lower short term and long term failure risk than the larger targets, whereas the smaller acquirers display higher short term and long term failure risk than the larger ones. For Belgian companies in general, the smaller firms have lower short term risk but higher long term risk than the larger companies.
Another extension of our research was the analysis of multiple and single acquirers and their targets. We took the a priori hypothesis that companies having some experience in acquiring other companies ('multiple acquirers'), might acquire companies with different financial characteristics than companies that only acquire one company ('single acquirers'). This seems to be the case for our sample of 14 'multiple acquirers' and 34 'multiple targets'.
Multiple acquirers buy targets with a higher sales generating ability (higher sales growth and higer sales to total assets ratios) compared to the targets of single acquirers. The multiple acquirers themselves however, display a higher asset growth but lower sales growth than their single counterparts, which is exactly the opposite of the situation of the acquired firms. It seems that multiple acquirers, who experience a negative (or a small positive) sales growth, specifically want to acquire companies with a high sales generating ability. In other words, they look for complementary firms in terms of sales and growth.
The results described above provide some evidence that target and acquiring companies have a complementary financial profile in the short pre-acquisition period that is under investigation in this paper. Both the acquirers and the target firms seem to experience a growth-resource imbalance. It appears that slack-poor, high growth firms with valuable investment opportunities acquire slack-rich, low growth targets. 
Accumulated Profits + Reserves/Total Liabilities less deferrals and accruals 
Relationships with Affiliated Enterprises (|9291| + |9381| + |9401|) / (|20/58|) X6 Debt/Total Liabilities (|17| + |42/48|) / (|10/49| -|492/3|) CO Cut-off score: 0.7863 (*) The coefficients are not given because they are used by the Belgian credit information bureau Graydon Belgium under an exclusive license contract. A positive value indicates that more than half of the sample companies have values higher than their industry medians.
APPENDIX 2: NUMBER OF SAMPLE COMPANIES PER INDUSTRY
A negative value indicates that more than half of the sample companies have values lower than their industry medians. 2 The same method as in 1 was followed. The only difference lays in the calculation of the industry-adjusted values. The industry-adjusted values were calculated by subtracting from the values of the sample companies the median of the (bigger) companies with complete form annual accounts within the industry in which that sample company falls. In this way the company values are not only industry-adjusted but also size-adjusted.
* Indicates that the firm value is significantly different from the industry median at the 1% level ** Indicates that the firm value is significantly different from the industry median at the 5% level *** Indicates that the firm value is significantly different from the industry median at the 10% level A positive value indicates that more than half of the sample companies have values higher than their industry medians.
* Indicates that the firm value is significantly different from the industry median at the 1% level ** Indicates that the firm value is significantly different from the industry median at the 5% level *** Indicates that the firm value is significantly different from the industry median at the 10% level For definitions of Large and Small Firms see text. A positive value indicates that more than half of the sample companies have values higher than their industry medians.
Acquiring companies
A negative value indicates that more than half of the sample companies have values lower than their industry medians.
2 Significance of the difference between single and multiple targets and single and multiple acquirers is tested using the Mann-Whitney test for two independent samples. * Indicates that the multiple firm (acquirer or target) value is significantly different from the single firm value (acquirer or target) at the 1% level ** 5% level significance *** 10% level-significance Targets of the
